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KEY ECONOMIC INDICATORS 


(Current terms, $ million except where stated) 


Average exchange rate (l1TD=) 


DOMESTIC ECONOMY 

Population (in millions) 
Population growth (%) 

Gross Domestic Product (GDP) 
Gross National Product (GNP) 
Per capita GDP 

GDP (constant TD - 1980=100) 
GDP (constant TD - % change) 
Consumer Prices (% change) 


PRODUCTION AND EMPLOYMENT 

Labor force (in millions) 
Unemployment (% yearly average) 
Mfg Production (1983=100) 
--Percent change 

Consolidated Govt Deficit 

(net of debt repayment) 

Government Deficit as % of GDP 


BALANCE OF PAYMENTS 

Exports (Goods and Services) 
Imports (Goods and Services) 
Trade Balance 

Current Account Balance 
Foreign Direct Investment (new) 
Foreign Debt (year end) 

Debt Service paid 

Debt Service/current receipts 
Forex reserves (year end) 


US-TUNISIAN TRADE 
Exports to Tunisia (Goods) 
Imports from Tunisia (Goods) 
Trade Balance 
share of Tunisian exports 
share of Tunisian imports 
Bilateral Aid: Economic 

Military 


1985 


$1.20 


7.2 
2.5 
8292 
8210 
1150 
123 
5.7 


2704 
3212 
- 507 
- 589 
181 
3816 
656 
21.6 
220.9 


159.9 
128.0 
31.9 
7.4 
5.8 
33.1 
66.6 


1986 


$1.27 


7.4 
2.8 
8923 
8859 
1202 
121 
-1.6 


‘7. 


2.2 
16.5 
117.6 
4.3 


459 
5.2 


2745 
3392 
- 647 
- 711 
194 
5270 
880 
27.9 
203.7 


204.1 
12.4 
191.6 
0.7 
7.0 
58.6 
67.0 


Sources: Budget Economique, Ministry of Plan 
Institut National de la Statistique 


1987 


$1.20 


7.6 
2.4 
9591 
9589 
1262 
128 
5.8 
8.2 





SUMMARY 


The Tunisian economy improved in 1987 as stabilization policies, 
introduced after the mid-1986 balance-of-payments crisis, took hold 
earlier than expected. Spurred by a near record harvest, a huge 
tourist influx and higher oil prices, gross domestic product (GDP) 
rose 5.8 percent. A 10 percent devaluation of the dinar coupled 
with public spending cuts helped exports soar and kept a lid on 
imports. The current account deficit fell to just 110 million 
Tunisian dinars (TD) while the overall balance of payments swung 
into surplus. 


The replacement of Tunisia’s long ruling first president, Habib 
Bourguiba, by Prime Minister Zine el Abidine Ben Ali in November 
1987 marked a watershed in the history of modern Tunisia. A new 
generation came to power intent on reinvigorating Tunisian political 
and economic life. President Ben Ali is promoting an enhanced role 
for the private sector even as he implements economic reforms 
central to the nation’s medium-term structural adjustment program. 
Backed by a strong popular consensus, Ben Ali is moving across a 
wide front as he works to dismantle barriers to increased output, 
investment, and employment. 


Although Tunisia has turned its back on past economic policies, 
reforms cannot produce instant results: at best 1988 should see a 
consolidation of the previous year’s gains. There will be few 
improvements from such factors as last year’s bumper crop or the oil 
price rebound. On the contrary, oil prices are soft again, and 
Tunisia is in the grip of a drought which has probably cut the 
grain harvest by 75 percent. Locusts also have caused damage to 
agriculture. Nevertheless, the textile and tourism sectors are 
buoyant, and domestic demand should recover in the wake of the first 
generalized pay increase in 5 years. The resumption of ties with 
Libya is providing an unexpected boost both to export earnings and 
incomes in southern Tunisia. However, this uneven pattern of 
activity will restrain real growth, with GDP posting a gain of 
perhaps 1 percent in 1988. 


Prospects for U.S. exporters and investors have seldom been better. 
The uncertainty regarding political succession was resolved in 
November 1987 when President Ben Ali took office and the new 
government continued to liberalize the economy. Import duties and 
quotas are being reduced. Conditions for foreign investment, 
especially in export industries, are better than ever. U.S. 
business would be well-advised to take a fresh look at Tunisia. 





A. CURRENT ECONOMIC SITUATION AND TRENDS 


The Economy Soars - A Year of Dramatic Change: As 1986 came to a 
close, the Tunisian economy weathered its worst balance of payments 
crisis since independence. Economic policy called for 
stabilization, with fiscal and monetary measures holding down 
domestic demand and a lower exchange rate improving the 
competitiveness of Tunisian exports. These policies produced 
impressive results. Gross domestic product expanded by 5.8 percent 
in real terms after contracting by 1.8 percent in 1986. The 
expansion was heavily skewed toward exports. Domestic demand 
actually contracted by 0.9 percent, consumer outlays increased by 
just 0.9 percent in real terms, and current government expediture 
was up 2.2 percent. Investment continued to decline, falling by 
12.9 percent as both private and public sectors delayed major 
capital outlays. Gross fixed capital formation now stands at a 
healthier 21 percent of GDP compared with a bloated 30 percent in 
1985. Export volume rose a dramatic 14 percent with services, 
agriculture, and manufacturing each contributing to the surge. 


Reflecting the weakness in domestic demand, import volume dropped 
4.1 percent. 


The pattern of growth in 1987 produced only limited rises in 
employment. The tourism and agriculture sectors gained the most. 
Exporting industries such as textiles increased output without 


generating more jobs. As a result, the unemployment rate hovered 
at about 15 percent. With national income boosted by export 
earnings and consumption fairly flat, the savings ratio increased 
from 15.6 to 19.6 percent of GDP. This narrowed the gap between 
domestic investment and savings to 1.4 percent of GDP. Mostly due 
to higher import prices in the wake of the devaluation, inflation 
rose moderately from 5.8 percent in 1986 to 8.2 percent in 1987 as 
the average Tunisian cut back on discretionary spending. 


Measured by output, the economy’s performance in 1987 underlines the 
importance of agriculture and the sectors responsive to foreign 
demand. Agricultural production increased 11.8 percent from the 
depressed 1986 level, with a near record cereals crop and strong 
fisheries gains leading the way. Despite a revival in phospate 
production (up 7 percent), a 4.9 percent drop in oil output led to 
an overall decline (3.1 percent) in the minerals sector. Textiles 
(up 5.8 percent) and chemical fertilizers (up 4.8 percent) were the 
star performers in an otherwise lackluster (up 3.7 percent) 
manufacturing sector. The service sector rose a strong 7.7 

percent. The booming hotel and tourism industry grew an outstanding 


36.7 percent. It alone was responsible for 22 percent of the 1987 
rise in GDP. 





The Balance of Payments Rates an A+: To appreciate the improvement 
in Tunisia’s current account and balance of payments, it should be 
noted that the goal of the structural adjustment plan was to reduce 
the current account deficit from 8 percent of GDP in 1986 to 3 
percent in 1991. In 1987, the current account deficit fell to 1.4 
percent of GDP, an improvement of fully 80 percent in 1 year. Other 
gains included an increase in export earnings to 2.78 billion 
dinars, up 28.8 percent, a reduction in the deficit on goods and 
services by TD 0.4 billion to TD 0.1 billion, and sharply higher 
remittances from Tunisians working in Europe, which all but 
eliminated the traditional deficit on transfers. The resulting 110 
million dinar current account deficit was fully 449 million dinars 


below the 1986 figure. Imports totalled TD 2.89 billion, up 8.3 
percent. 


Though Tunisia’s annual oil productionn is declining, the country 
earned TD 438 million from oil exports in 1987. However, for the 
second year running, oil earnings were considerably less than those 
from textiles and tourism, both in the range of TD 550 million. 
Agricultural exports, including the increasingly important fisheries 
sector, turned in an excellent performance. Phospate rock and 
chemical fertilizer sales also strengthened. From these data, it is 
clear that Tunisia has begun to diversify its exports as it 


approaches the early 1990s and the country becomes a net oil 
importer. 


Turning to capital account transactions, Tunisia borrowed 
considerable sums during the first half of the 1980s in an effort to 
finance and unsustainable external deficit. Since mid-1986, it has 
taken on additioanl debt, but in the context of coherent medium- 
term measures intended to establish a firm economic basis for the 
1990s. At the end of 1987, Tunisia’s official medium-and long-term 
debt stood at $5.4 billion (TD 4.5 billion). While interest 
payments (TD 0.3 billion) on this debt are reflected in the current 
account, repayment of principal is not. To finance the current 
account deficit, ongoing developmnet projects, and repay debt 
principal (TD 0.56 billion), Tunisia borrowed TD 0.6 billion, medium 
and long-term, in 1987. Coupled with grants and investment of TD 
146 million, the overall balance of payments swung into surplus (TD 
96 million). The 12-month move into balance of payments surplus 
amounted to an impressive TD 250 million. It permitted Tunisia’s 
net holdings of gold and foreign exchange to rise well above the 
target set in the 1986 International Monetary Fund (IMF) standby 
agreement. Gross foreign exchange holdings at the end of 1987 stood 
at almost $450 million, equivalent to 2.1 months of imports. 





The Old Order Gives Way to a New Era: Independent Tunisia got its 
second president in 30 years in November 1987 when Prime Minister 
Zine el Abidine Ben Ali succeeded the 85-year old Habib Bourguiba. 
The founder of modern Tunisia, Bourguiba left a deep and very 
positive imprint on the country and its institutions. Yet during 
his final years in office, Bourguiba’s inability to take effective, 
timely decisions on either economic or political issues exacerbated 
Tunisia’s economic problems. These were a product both of external 
developments which the government could not control and the 
ossification of internal markets. 


During the first half of the 1980s, the economic environment, 
already soured by falling oil prices, a poor harvest and low tourist 
revenues, was further clouded by uncertainties surrounding the 
presidential succession. The private sector pulled in its horns, 
putting few resources into new production. An overvalued dinar 
encouraged capital flight. By the middle of the decade, the country 
had reached an impasse. The 1986 balance of payments crisis 
compelled the Tunisian Government to adopt a structural adjustment 
program. However, political uncertainty and a lack of consensus 
hampered implementation of the reforms. 


In recent months, Tunisia’s new president has changed the economic 
and political landscape. A new generation is in power. The 


products of Bourguiba’s 30-year long investment in education now 
have a chance to turn their talents and energy to the challenges 
facing the country. President Ben Ali has appealed to all Tunisians 
to put their shoulders to the wheel. He is actively promoting the 
emergence of a national consensus around which a new and more 
pluralist political structure can be built. 


Among the early economic measures introduced by the Ben Ali 
government were a tax amnesty and a liberalization of controls on 
foreign exchange. A new investment code should make foreign 
investment in Tunisia more attractive; businessmen, for example, no 
longer need government approval for investments below a certain 
ceiling. These measures were received enthusiastically by the 
business community, which has begun to dust off expansion plans. It 


is very much hoped that 1988 will be the year when Tunisia became a 
fertile ground for business. 





Locusts and Drought to Dampen Growth in 1988: Tunisia’s major 
economic goal is to achieve real growth averaging 4 percent a year 
through 1991. However bright Tunisia’s medium-term prospects, the 
immediate future has been compromised by a devastating drought. The 
1988 cereals harvest is put at no more than 20 percent of the 1.9 
million ton 1987 bumper crop. This, coupled with other drought 
effects, will substantially reduce agricultural output and cut GDP 
growth by about 2 percent. Weakness in the minerals sector, where 
oil production has been declining by 5 to 6 percent a year, will 
also hold back growth. These factors will mask progress in the 


industrial and service sectors and restrain average growth in 1988 
to about 1 percent. 


Textiles and tourism continue their stellar performances. Spurred 
by strong foreign demand, textile, clothing and leather output is 
likely to expand by 6 percent in 1988. The tourist and hotel 
business, which went through the ceiling last year, continues to 
soar. The initial estimate of a 10 percent rise in volume is likely 
to be raised to 25 percent as record numbers of Europeans are 
unexpectedly joined by Libyans coming to shop in Tunisia following 
the opening of the common border in March 1988. 


Turning to the major economic aggregates, the Tunisian consumer is 
still feeling the effects of wage restraint, although the volume of 
private consumption could rise by about 2 percent as real income 
stabilizes and the savings ratio falls back. Current government 
expenditure will inch up by about 1 percent in real terms as the 
first across-the-board public sector pay increase in 5 years takes 
hold. Fixed capital formation remains the weakest of the 
aggregates. Investment in the public sector continues to decline (3 
percent) albeit at a slower rate, with few major projects coming off 
the shelf. Private sector investment is also weak, though the first 
signs of an improvement should become visible toward the end the 
year. Thus, overall capital formation is likely to contract (down 
about 4 percent) from 1987 levels. 


Net exports, which accounted for over 80 percent of the 1987 rise in 
GDP, will remain the bright spot. However, they will not be quite 
so strong since the drought, lower tariffs, more readiness in 
approving import licenses, and a desire to boost the output of firms 
serving the domestic market are expected to increase imports by 8 to 
9 percent. Exports are expected to continue rising by a steady 6 
percent, following the 14.1 percent surge registered in 1987. 





The current account deficit should rise by between TD 125 and 200 
million from the unsustainably low 1987 figure of TD 110 million. 
Early government estimates put the deficit at TD 320 million. 
However, greater than anticipated tourist revenues are likely to 
shave that number to the TD 250 million range (about 3 percent of 
GDP). Financing this sum and another TD 580 million dinars in 
scheduled principal repayments on Tunisia’s external obligations is 
assured by a combination of grants, foreign direct investment and 
medium-and long-term borrowing. In addition, the Tunisian 
Government has decided to maintain its relationship with the IMF 
following the expiration of the highly successful standby agreement 
Signed in November 1986. An Extended Fund Facility will allow the 
government to draw down some $75-80 million in each of the next 3 
years. This renewed vote of international confidence is the best 
evidence of the strength of Tunisia’s commitment to structural 
adjustment. 


There are few signs of pressure on the price front. Inflation is 
likely to remain between 6 and 8 percent in 1988. Isolated 
instances of higher prices can be attributed to the drought. 
Agricultural employment has been hit hard by the drought. However, 
the heavy demand in the tourist sector is generating additional 
employment opportunities. The reopening of the Libyan frontier 
should lead to several thousand Tunisians finding work. 
Nevertheless, the unemployment rate will, as it has for the past 
several years, continue to inch up. 


B. IMPLICATIONS FOR AMERICAN BUSINESS 


Recent economic and political changes warrant investors and traders 
taking a fresh look at Tunisia. A stable political system, combined 
with an effort to free the economy from bureaucratic shackles, makes 
Tunisia an attractive site for expanding business activity. Tunisia 
is poised to reap the rewards of a generation-long commitment to 
education. It is developing institutions and a regulatory 
environment to allow it to become a source of a wide range of 
banking, management, engineering, and other services. 


During a visit to Tunisia in May 1988, Deputy Secretary of State 
John Whitehead announced that the United States had agreed to 
reinvigorate a long-dormant United States-Tunisia Joint Commission 
to discuss trade and investment questions. The State and Commerce 
Departments are seeking the participation of U.S. private sector 
firms in Joint Commission meetings and other ongoing activities. 





Investment - Conditions Are Better Than Ever: What sorts of 
opportunities can U.S. investors expect to find in Tunisia? Driven 
by its desire for export-led growth, Tunisia has revised its 
Indutrial Investment Code, greatly improving conditions for 
exporting companies. The regulations establish free-zone 


conditions, with duty-free imports, tax exemption, and repatriation 
terms. 


Exporting manufacturing companies were already favored under 
previous regulations, especially in the textile sector, but the 
current investment code goes further in improving 
inducements--including for investment in tourist projects, one of 
the fastest growing sectors. 


Special regulations encourage oil exploration (the largest area of 
U.S. investment) by foreign companies and installation of offshore 
banks. While prospects are not as promising for companies only 
interested in the domestic market, many openings are emerging as 
Tunisia moves toward heavier reliance on private sector initiative, 
and domestic demand is allowed to expand. Even such traditionally 
state-dominated areas as mining and agrriculture now are open under 
certain conditions to foreign investment. Integrated 
agriculture/food processing projects are also being encouraged, as 
well as fishing and aquaculture expansion. 


Tunisia can be a base for companies targeting the Mediterranean, 
Middle Eastern, or Sub-Saharan Africa markets. It offers an 
abundance of semiskilled labor, moderate wages, and preferential 
access to the European Economic Community (EEC) and many Arab and 
African markets. Increasing numbers of young managers are being 
trained in the United States. The financial infrastructure is one 
of the best developed in the region. 


Trade - Rewards for the Persistent: As part of the structural 
adjustment program launched in late 1986, Tunisia has cut import 
duties and fees on many products and completely freed from duty 
inputs for export industries and certain other key sectors. The 
government plans to reduce import tariffs to a maximum of 25 percent 
on all except a few luxury goods by 1991. However, many goods are 
subject to high "consumption" and "production" taxes. While imports 


have gone up slowly in the last 2 years, steady growth is expected 
in the medium tern. 
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Cereals, financed by guaranteed credits, dominate U.S. exports to 
Tunisia, but the United States is also well represented in 
mechanical and electronic equipment, miltary hardware, and raw 
materials for the fertilizer industry. U.S. companies dominate the 
computer market, mostly through French subsidiaries. The market for 
PCs and associated hardware and software has blossomed with the 
recent lifting of restrictions on PC importation. Expansion of the 
telecommunications network over the next 5 years will include a 
national data transmission network, rural telephone systems, new 
long distance exchanges, and a need for network management 
assistance. Substantial government financing is available for 
equipment for irrigation and water treatment. The phosphate and 
chemical fertilizer industries are big equipment users and will be 
expanding over the next 2 years. Textile production machinery could 
also provide opportunities for U.S. exporters. 


Most major purchases by the Tunisian Government are made through 
international tender. Lead time for bid submission is often very 
short. Interested U.S firms may have to obtain documents and 
translate the bid into French for submission in as little as 1 
month. Thus, it makes sense to have a local agent who can respond 
quickly to government tenders and maintain contact with clients. 
Tunisian buyers are also concerned about after-sales service on 
equipment and prefer to have a local office to turn to for 
maintenance. Firms wishing to develop an agent or distributor 
relationship with a Tunisian company may use the Commerce 
Department’s Agent/Distributor Service through the nearest district 
office. Periodic visits to clients by company officials are 
advisable. The Commercial Section of the U.S. Embassy in Tunis can 
assist U.S. business people in making appointments and by providing 
current market information. 


Americans interested in developing business in Tunisia may wish to 
contact the U.S. Department of Commerce, Office of the Near East, 
Room H2039, Washington D.C., 20230, Telephone (202) 377-5737, the 
Department’s district offices throughout the United States, the U.S. 
Trade and Development Program in Rosslyn, VA (703) 235-3660, the 
Overseas Private Investment Corporation (202) 457-7139, and the 
Tunisian Embassy in Washington (202) 862-1850, for assistance and 
counsel. Investment promotion organizations in Tunisia are: 


Agence de Promotion des Industries (API) 
63, rue de Syrie 

1002 Tunis, Tunisia 

Tel.: 282.155 - 287.600 

Telex: 14.166 


Agence de Promotion des Investissements Agricoles (APIA) 
62, rue Alain Savary 

1003 Tunis, Tunisia 

Tel.: 288.091 - 288.844 

Telex: 12.280 - 14.280 


The American Embassy is located at 144 Avenue de la Liberte~, 
Tunis, Tunisia; Telephone 011-216-1-782566; TELEX 13379 AMTUN TN, 
FAX No. 011-216-1- 789719. 
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St., 77002, (713) 229-2578 

UTAH 

Salt Lake City—Rm. 340 U.S. Courthouse, 
350 S. Main St., 84101, (801) 524-5116 
VERMONT 

Serviced by Boston District Office 
VIRGINIA 

Richmond—8010 Fed. Bldg., 400 North 8th 
St., 23240, (804) 771-2246 

WASHINGTON 

Seattle—3131 Elliott Ave., Suite 290, 98121, 
(206) 442-5616 

¢Spokane—P.O. Box 2170, 99210, (509) 
456-4557 

WEST VIRGINIA 

Charleston—3309 Fed. Bldg., 500 Quarrier 
St., 25301, (304) 347-5123 

WISCONSIN 

Milwaukee—Fed. Bldg., U.S. Courthouse, 
517 E. Wisc. Ave., 53202, (414) 291-3473 


WYOMING 
Serviced by Denver District Office 








